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“Our is saving us £5000 a year... 


PURINA GRAIN FOODS PTY. LT 
CEREAL FOODS PTY. LT 
Largest Australian Cereal Manufactue 
“We purchased our first National Accounting Machine 17 provide Management with Monthly Profit and Loss Sut 
years, ago. Its versatility and dependable service made it We find that our National is saving us £5,000 a year 
profitable for us to expand our use of Nationals as time went savings in staff and time with a simplicity of operatic 
on and new models were developed makes for ease of operator training.” 
Because of the National's remarkable adaptability to all types 
of accounting, we find that we are saving time and money by 
combining two or more accounting jobs in the one operation 
where previously separate operations were necessary. For . ACCOL 
instance, we produce on our National simultaneous Receipt 
Writing and Accounts Receivable ledger posting; also simul- ' , 
taneous Cheque Writing and Allocation pm posting. As PURINA GRAIN FOODS PTY. LTD., CEREAL FOODS / 
well as these applications, General Ledger Reports enable us to 
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NATIONAL ACCOUNTING MACHINES —- 


Division of The National Cash Register Co. Pty. Ltd. CASH REGISTERS + ADDING MACHI 


Sales and Technical Centres throughout the Commonwealth ACCOUNTING MACHINES 





Meat exporting has become one of 
Australia’s most important industries. 


During the 1955-56 season 1,924,609 
carcases of lamb, 322,288 carcases of 
mutton, and 1,357,632 quarters of 
beef were shipped to the United King- 
dom from Australian ports. 


This is a far cry from the 1870's, 
when our first shipment of frozen meat 
Overseas amounted to only 25 tons. 


_ At the time, the meat was frozen in 
ice and packed in tanks which leaked. 
It was bad when it reached London. 


Since then, refrigeration has been 
perfected to carry meat and other 
frozen produce in absolute safety all 
over the world. 
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Cold Cargo 


The efficiency of a_ refrigeration 
chamber depends on the internal lin- 
ing of cork-board, or other insulation 
material, which must be vapour 
sealed. This sealing is done by dip- 
ping the cork sheets in a special grade 
of hot bitumen which also sticks the 
insulation in place. 

Bitumen is one of the many products 
refined from mineral oil. 

SHELL refineries in Australia are 
producing more than 40,000 tons of 
bitumen a year, thereby assisting in 
refrigeration and many other industries 
essential to the economic welfare of 
the nation. 


Shell serves Australia 


YOU CAN BE SURE OF Goat) 
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Accountancy Instruction . . . 


IN CLASSES taught by co-operative teachers well qualified academically and 
by practical experience. 

All present classes are now filled and new students are being enrolled 
for the new term beginning on 3rd June, 1957, for the October, 1957, 
examinations conducted by the Institute of Chartered Accountants in Australia 
and by the Australian Society of Accountants. 

Students may enrol for special subjects only or for the complete course 
in either the full-time day classes or the evening classes. 


BY CORRESPONDENCE for students who prefer to prepare for their exam- 
inations by studying in the quiet comfort and convenience of their own homes. 
Correspondence students may enrol at any time and commence their studies 
immediately. 


IN INCOME TAX. Specially prepared texts in which the Income Tax legis- 
lation has been consolidated and annotated with authoritative éxplanations, 
illustrations and where appropriate, numerical examples, are available. Scores 
of students have expressed unqualified appreciation of the contribution these 
four volumes have made to their examination success. 

The price of the four volumes, without tutorial service, is £5/5/-, post free. 


IN QUICK REVISION through MODEL ANSWERS. The demand for the 
questions and the Answers to previous examination papers has been far greater 
than we anticipated. Consequently some editions are temporarily out of 
stock. The following are still available and orders will be supplied strictly 
in the order received. Please remit by money order, postal notes or by 
cheque if exchange is added (where necessary). 


Stage 1—Accounts and Auditing—October, 1956. 
October, 1954. 
Stage 2—Company Law and Accounts—October, 1956. 
Stage 2—Commercial Law A and B (1 Vol.)—October, 1956. 
Stage 3—Advanced Accounts “A”—October, 1956. 
Advanced Accounts “B’”—October, 1956. 
April, 1956. 
Each of the above PRICE 5/- each, post free. 
Stage 2—Monetary Theory and Practice—October, 1956. 
April, 1956. 
October, 1955. 
April, 1955. 
October, 1954. 
April, 1954. 
Income Tax Law and Practice—October, 1956. 
April, 1956. 
October, 1955. 
April, 1955. 
Syllabus F, April, 1955. 
Syllabus F, October, 1954. 


Stage 3—Advanced Auditing—October, 1956. 
Each of the above PRICE 4/- each, post free. 


Questions and Answers to the May, 1957 Examinations are 
expected to be ready by 30th June, 1957. 


Full information covering our educational services 
gladly given free and without obligation upon request. 


A. E. SPECK Commercial College 


138 FLINDERS STREET, MELBOURNE, C.1. Phone: MF 4648 
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How Leading Companies 


“Grow Their Own’ Executives 


from Promising Employees 


P MANAGEMENT of many companies is 

faced with a shortage of available executives. 
They are searching within the ranks of their own 
organizations to groom promising employees for the 
step-up to executive stature. These companies find 
many successful employees who do their specific 
jobs outstandingly—but lack the broader perspec- 
tive and leadership experience necessary to direct 
projects or manage departments. 


Proved Pian Offers Solution 


Many foresighted companies now find a new ap- 
proach to this problem by “growing their own” 
executives through a successful, proved plan which 
often supplements their own training programmes 
for promising employees. This unique plan is the 
Dale Carnegie training for leadership. In the 
past 44 years, it has perfected remarkably effective 
techniques for developing qualified employees into 
executives. Thousands of companies in all kinds of 
business are using this plan today—over 138 of 
them in Australia. 


A Survey Telis the Facts 


A survey of 76 industrial firms revealed that almost 

90% of employees who handled their own special 

jobs well did not advance to executive standing for 

these reasons: 

* they lacked the confidence to assume broader 
responsibility 

* they had not developed the ability to express 
themselves convincingly in conference and before 
groups 
they had little perspective on the problems of 
other departments 

* they didn’t know the techniques of leading 
others. 

The qualifications for leadership that these men 

lacked, but had potentially, are specifically the ones 

that are developed by Dale Carnegie training. 


What Dale Carnegie Training Does 
Through tested educational and applied psycholog 
cal techniques, the Dale Carnegie training bring 
out the best in able employees . . . jolts them ou 
of the rut of specialized jobs . . . develops lates 
abilities and attitudes essential for leadership. 


Specifically, here’s what this training does fe 
promising employees: 


Trains them for greater responsibility 

It helps develop the self-confidence they need » 
handle problems outside their specialized fel 
stimulates their ambition to rise through the ranks 


Trains them to express themselves clearly 
It develops the ability to put their ideas into worm 
. . . to get up on their feet and express them cor 
vincingly. This skill alone can make the differen: 
between a man who is valuable only in e@ subordinat 
capacity and one who is qualified for leadership. 


Gives them an anderstandiag of others 

It stimulates their desire to know about the intere 
and work of people in different departments. Thi 
broadens their grasp of a company's oveni 
operation. 


Trains them to work harmoniously with othen 
It helps them get along better with people . . . dev 
more effectively with superiors, subordinates 
customers. 


Trains their memory 


it develops their ability to remember names, fact 
and figures so they are better qualified to mm 
intelligent decisions and solve problems. 


A revealing “pp. handbook, “What the Dale Carnegie Course con de for you", analyses the 
shortcomings that held capable men back from advancement, and expleins how the Dale Carnegie 
training can help them develop executive capacity. A free cory is eveileble te TOU . . . just 


write, call er telephone. Ne obligation, of course! 


DALE CARNEGIE INSTITUTE vm 


Effective Speech 
SPONSOR IN AUSTRALASIA 


122 Bank House... . Bank Place . . . Melbourne 
122 National Mutual Bldg., 293 Queen St., Brisbane 


Human Relations 


. HEMINGWAY ROBERTSON INSTITUTE 





Leadership Training 


122 Barrack House . . 16 Barrack Street . . Syi 
122 Shell House . . 170 North Terrace . . Adelsi# 
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EDITORIAL 





Commonwealth Government Honours 
Australian Society of Accountants 


Y officially sponsoring the visit to 
South East Asia of Messrs. 
0. H. Paton (President) and C. W. 
Andersen (General Registrar) of 
the Australian Society of . Accoun- 
tants the Commonwealth Govern- 
ment has paid a great tribute to the 
work of the Society in this area. 


At time of writing, Messrs. Paton 
and Andersen, as representatives of 
the Commonwealth Government and 
the Society, are in the course of visit- 
ing Hong Kong, Thailand, Singapore 
and Malaya. The tour is the out- 
come of the remarkable growth in 
the number of accountancy candi- 
dates in the Colombo Plan area who 
have been admitted to the Society’s 
registers since 1952. In that year 
the Society decided to lend its ser- 
vices in this field where, in addi- 
tion to the 800 accountancy students 
now enrolled, the Society has nearly 
200 members. Of these, 58 are in 
Malaya, 57 in Hong Kong, 39 in 
Singapore and smaller numbers in 
Borneo, Ceylon, India, Japan, Pakis- 
tan, the Philippines, and Thailand. 


The announcement of the tour was 
made officially on May 10 by the 
Minister for External Affairs, the 
Hon. Mr. R. G. Casey, who said that 
the Australian Government had ar- 
ranged the tour under the Colombo 
Plan so that Mr. Paton and Mr. 
Andersen could consolidate their 
Society’s valuable work of assisting 
accountancy education in South and 
South East Asia. 


Mr. Paton left Sydney on April 
24 for Japan which he visited before 
joining forces with Mr. Andersen at 
Hong Kong where the latter arrived 
on May 14, 
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Mr. Casey said that the Australian 
Government had welcomed and en- 
couraged the Society’s work and had 
made available for tuition purposes 
the machinery of the Commonwealth 
Correspondence Scholarship Scheme. 


Examination papers set by the 
Society in Australia were sent to the 
candidates in their own countries, 
where local officials acting for the 
Society supervised the examinations. 


Mr. Casey added that the grow- 
ing volume of applications pointed to 
the necessity of the Society examin- 
ing the need for strengthening its 
organisations in the area and also 
the possibility of local organisations 
being formed in the future. 


Mr. Paton and Mr. Andersen 
would therefore examine the local 
facilities and confer with advisory 
committees so that the programme 
of accountancy education could be 
carried on permanently in these 
countries. 


Mr. Casey said that the Govern- 
ment was grateful to the Australian 
Society of Accountants for its initia- 
tive in this important field of profes- 
sional education. Its work was a 
splendid example of how private ef- 
fort could supplement and strengthen 
international co-operation at the 
Government level. 


The Australian Accountant is 
glad to be able to record the Govern- 
ment’s action and its recognition of 
the important part played by the 
Society in furthering the ideals of 
the Colombo Plan. We are sure 
every member of the Society will 
join us in wishing Messrs. Paton and 
Andersen every success in their mis- 
sion and a safe return. 
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Official Report 





Australian Society of Accountants 
Meetings of General Council 


Meetings of the General Council 
were held in Melbourne from April 8 
to 10 and were attended by Mr. O. 
H. Paton (N.S.W.) , vice-president, and 
Messrs. L. A. Braddock (S.A.), G. 
L. Brodrick (W.A.), R. F. Butt 
(Qld.), J. G. Cooper (Tas.), C. K. 
Davies (Vic.), A. E. Dent (N.S.W.), 
J. H. Devitt (Qid.), L. H. Dillon 
(Vic.), G. F. George (S.A.), J. M. 
Groom (W.A.), . P. Henson 
(N.S.W.), C. R. Hicking (N.S.W.), 
E. A. Peverill (Vic.), W. T. Reid 
(Qid.), B. W. B. Ruffels (Vic.), R. 
S. Sharp (Vic.) and the General 
Registrar (Mr. C. W. Andersen). 


In the absence abroad of the presi- 
dent, Mr. G. E. Fitzgerald, Mr. O. 
H. Paton, a vice-president of the 
Society, was elected chairman. 


In opening the meeting, Mr. Paton 
extended a welcome to Mr. E. A. 
Peverill, who has been appointed to 
the General Council in place of Mr. 
R. E. Gregory (Vic.), who has re- 
tired; Mr. R. S. Sharp as substitute 
councillor for Mr. G. E. Fitzgerald 
(Vic.) and Mr. B. W. B. Ruffels as 
the representative of the Austral- 
asian Institute of Cost Accountants. 


General Council resolved that the 
resignation of Mr. R. E. Gregory be 
noted with great regret and that he 
be informed of the appreciation of 
the council for his services to the 
Society and to the profession over 
a long period of years. 


As in previous years, most of the 
business of the meetings came be- 
fore General Council in the form of 
written reports of its various stand- 
ing committees which supply the es- 
sential data and reasons for each 
conclusion. The following notes on 
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the decisions reached at the General 
Council meetings, which extended 
over three days, are of necessity con- 
fined to matters of general interest, 


Australasian Institute of Cost 

Accountants 

Following the approval of the affi- 
liation, conferences were held with 
members of the executive committee 
of the Institute, and a programme for 
implementing the terms of the agree- 
ment was worked out. This included 
the appointment of three representa- 
tives of thé Society on the General 
Council of the Institute. In Septem- 
ber last, by rotary resolution, Messrs. 
G. E. Fitzgerald. O. H. Paton and 
L. H. Dillon were appointed members 
of the General Council of the Insti- 
tute. 


Arrangements were then made for 
the integration of divisional councils 
by the appointment of observers by 
the Institute and the Society, to- 
gether with the transfer of the ad- 
ministration to the Society. At a 
meeting of the re-constituted General 
Council of the Institute held during 
November, a number of matters 
arising from the affiliation were con- 
sidered. These included means of 
encouraging members of the Insti- 
tute, who were not already mem- 
bers of the Society, to join the 
Society; means of encouraging suc 
cessful candidates of the Society t 
continue their studies of cost at- 
counting; and the desirability for 
the utmost co-operation between the 
Institute and the Society in planning 
their respective activities to avoid 
undue overlapping. 
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Registration of Accountants 

Progress with the Bill for the re- 
gistration of accountants in Victoria 
was delayed during the year by ur- 
gent Government business. It is 
hoped that the Bill will be intro- 
duced into Parliament during the 
current year. 


International Congress on Accounting 

On receipt of an invitation from 
the organising committee to this 
Society—as one of the participating 
bodies—to be represented at the 
Seventh International Congress to 
be held at Amsterdam from 9 to 13 
September, 1957, is was decided that 
Mr. G. E. Fitzgerald be nominated 
as the leader of the Society’s dele- 
gation. When informed that the 
organising committee had invited 
the Society to nominate a vice-presi- 
dent of one of the technical sessions, 
Mr. G. E. Fitzgerald was nominated 
accordingly. 


Activities of the Society in S.E. Asian 
Countries 


Because of the great numbers of 
students in Singapore, Malaya and 
Hong Kong who were entering for 
the examinations of the Society, the 
president and the general registrar 
discussed the desirability of the 
Society maintaining its activities in 
the areas with a senior officer of the 
Department of External Affairs in 
Canberra. As the impression was 
gained that the Department wished 
the Society to continue its operations 
in the areas concerned for the time 
being, a communication was sent to 
the Hon. Mr. R. G. Casey seeking his 
advice in the matter. In his reply, 
Mr. Casey intimated that, after con- 
sultations with senior officers of his 
department, he had been led to the 
conclusion that, since the Society had 
the machinery and experience, it 
should be encouraged to continue its 
activities in South East Asia. He 
considered that it was desirable to 
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encourage the formation of local as- 
sociations but that could not be done 
for some years. In the circum- 
stances, he was prepared to consider 
sympathetically giving some financial 
assistance to the Society so that it 
could maintain its activities in the 
Colombo Plan area. 

General Council therefore decided 
that Mr. O. H. Paton (president) 
and Mr. C. W. Andersen (general 
registrar) should visit Singapore, 


Kuala Lumpur and Hong Kong as 
soon as possible after its meetings. 


Technical Bulletins 


At the meeting of general council 
in 1956, the issue of bulletins for 
the publication of technical material 
was approved in principle; the first 
issue to be sent to all members with 
an insert asking them to indicate 
whether they wished to receive fur- 
ther copies. It was left to the exe- 
cutive committee to determine, in the 
light of the response of members, 
whether the issue of bulletins should 
be continued. The executive com- 
mittee subsequently decided that the 
response to the first bulletin amply 
justified its continuance. 


Constitution Review Committee 


Consideration was given during 
the year to the desirability of the 
Society supporting representations to 
the Constitution review committee 
concerning uniformity in company 
legislation. General Council decided 
that this council express itself in 
favour of uniform company legisla- 
tion in the various states and in the 
Australian Capital Territory. 


Boards of Review 

On two occasions during the year, 
the Society had been asked to supply 
panels of names of persons suitable 
for appointment as accountant mem- 
bers of Taxation Boards of Review. 
Nominations had been submitted ac- 

cordingly. 





Life Membership 


On the recommendation of the 
Queensland division endorsed by the 
executive committee, General Council 
decided that the distinction of life 
member be conferred on Mr. J. E. 
England, F.A.S.A., of Brisbane for 
his outstanding services to the So- 
ciety and to the accounting profes- 
sion over a long period of years. It 
decided also that a list of the life 
members of the Society be published 
in future in the annual report. 


Financial position of the Society 


Careful consideration was given to 
the overall financial position of the 
Society presented and analysed in 
the various statements prepared for 
General Council. Although the finan- 
cial statements showed a surplus of 
£2,559 for the year, General Council 
regarded this as too small a margin 
for the commitments entered into and 
the funds required for further ex- 
pansion and development. It was 


glad to find that, in embarking upon 


an ambitious programme of tech- 
nical meetings, together with the 
publication of technical bulletins and 
statements on accounting practice, it 
was correctly interpreting the wishes 
of members, even though increases 
in rates of subscriptions had been 
necessary to implement the pro- 
gramme. 


Prize in Accountancy 


General Council endorsed the re- 
commendation of the finance com- 
mittee that a prize of £10 be awarded 
annually by the Society to the stu- 
dent of the Canberra University 
College who achieved the best results 
in the subject of Accountancy 1. 


Histories of Former Institutes 


Consideration had been given dur- 
ing the year to the desirability of 
bringing the histories of former in- 
stitutes up to date as a background 
to the development of the Society. 


208 


A history of the Commonwealth In. 
stitute was complete to 1936 and that 
of the Federal Institute to 1944, 
Some work had been undertaken on 
the history of the Association of Ae- 
countants. General Council decided 
that the time had arrived for ar- 
rangements to be made for the three 
histories to be brought up to date. 


Administration 
Central Office 

It was reported that Miss M. R. 
Garbutt—assistant to the general 
registrar—had returned to the staff 
in January, that Mr. F. G. Dickin- 
son had been appointed editor of 
“The Australian Accountant” and 
that applications had been invited 
for the position of accounting re 
search officer. 


Victorian Division 

The appointment of Miss N. Davw- 
son, B.Com., A.A.S.A., as assistant 
state registrar of the Victorian divi- 
sion had been approved during the 
year. 


New South Wales Division 


Approval had been given during 
the year to the appointment of an 
assistant state registrar in New 
South Wales. It was reported at 
the meeting that Mr. F. H. Ward 
had been appointed to the position 
and commenced duties on April 1. 


Western Australian Division 


It was reported that Mr. R. H. 
Stowe, F.A.S.A., had retired as state 
registrar during the year and that 
Mr. R. H. Egan, A.A.S.A, had been 
appointed to the position in a full 
time capacity. 


Conference of Registrars 

General Council approved of the 
holding of a further conference of 
registrars during 1957 to consider 
means of improving the efficiency of 
the administration and to facilitate 
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the integration of the administration 
of the Cost Institute. 


Manual of Accounts 

In order that the accounting of the 
Society should be maintained on a 
uiform basis in all divisions, a 


manual of accounts had been pre- 
pared during the year. 


Appointment of Examiners 


General Council approved the 
action taken during the year whereby 
all positions were declared vacant 
after the 1956 examinations, appli- 
cations were invited in two issues of 
‘The Australian Accountant” and 
appointments of examiners and as- 
sistant examiners were made by the 
education committee for a term of 
three years. 


Reports on Candidates’ Answers 


General Council decided that de- 
tailed reports on candidates’ answers 
should be restricted to subjects in- 
stead of individual papers in which 
45 per cent. of the total marks had 
been obtained. 


Survey of Candidates 


General Council approved a 
proposal of the education committee 
that a questionnaire be sent to all 
candidates for the purpose of collect- 
ing information as a first step in a 
general survey of accountancy edu- 
cation. A form of questionnaire was 
approved for circulation to candi- 
dates with the entry forms for the 
October examinations. 


Government and Municipal 
Accounting 

General Council approved in prin- 
tiple that the Society provide 
post-graduate courses in specialised 
subjects. It agreed that one of the 
courses should cover government and 
municipal accounting and requested 
the education committee to report 
® means of implementing the deci- 
sion, 
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General Plan of Research 


Consideration had been given dur- 
ing the year to means by which the 
research work of the Society should 
be continued. General Council de- 
cided: 


(a) that no alteration should be 
made to the general plan of 
research previously  deter- 
mined, as set out in the June, 
1955, issue of “The Australian 
Accountant”, 


(b) that the central research com- 
mittee, charged with the re- 
sponsibility of co-ordinating 
the research work of the 
Society, be a small committee 
which could conveniently and 
economically meet as _ fre- 
quently as may be necessary 
to carry out its functions. 


that a consultative research 
committee, from which the 
central committee could seek 
views and comments in writ- 
ing, be appointed. 


that Mr. K. A. Middleton, 
B.A., A.A.S.A., A.C.A.A., of 
Melbourne, be appointed ac- 
counting research officer to 
assist with the planning and 
organisation of the research 
work of the Society. 


Accounting Convention, 1958 


In 1956, General Council approved 
the holding of a Society convention 
in conjunction with its meetings in 
1958. At its meeting held recently, 
General Council was glad to learn 
that plans for the convention were 
well advanced. It agreed that the 
convention should be held in Sydney 
early in May next and approved 
the general programme submitted by 
the accounting research committee. 
Further details of this important 
event will be published in an early 
issue of this journal. 





Treatise Award 


As previously announced, an “Aus- 
tralian Society of Accountants Trea- 
tise Award” has been established for 
the purpose of recognising the pro- 
duction of meritorious works on ac- 
countancy. An award will be made 
periodically and will take the form 
of a gold medal suitably inscribed 
and mounted. The terms and con- 
ditions of the award, approved by 
general council, were published in 
the April issue of the journal. 


Statements on Accounting Practice 


It was reported to General Council 
that the following progress with re- 
search statements had been made 
during the year: 


(a) Mechanised Accounting 


A committee of the New South 
Wales division had completed the 
first stage of its project—“Control 
through Mechanised Accounting”’. 
This was published as a supplement 


to the April issue of the journal. 


(b) Accounting for Hire Purchase 
Transactions 


A committee of the Victorian divi- 
sion had completed its work on this 
project and the material was await- 
ing final editing before it was made 
available for publication as a state- 
ment on accounting practice. 


Other Research Projects 


The following progress with other 
research projects during the year 
was reported to general council :— 


(a) Accounting Provisions in Com- 
panies Acts 


A committee of members of the 
Victorian division had completed its 
work on this project which was also 
awaiting final assembly before being 
submitted to General Council for 
consideration. 
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(b) Gross Profit and Stock Turnover 
Rates 


A committee of the New South 
Wales division commenced work dur. 
ing the year on the collection of in. 
formation on gross profits and stock 
turnover rates. It subsequently 
agreed to expand the project on a 
national scale. 


(c) Control of Distribution Costs 
Payroll Accounting by Machine 
Methods 


Work was proceeding on these pro- 
jects by committees of the Neyw- 
castle and Wollongong branches of 
the New South Wales division. 


(d) Effects of Inflation on Capital 
Structures of Companies 


This project was undertaken by a 
research group comprising members 
of the South Australian division in 
co-operation with members of the 
Department of Economics and Com- 
mercial Studies in the University of 
Adelaide. A preliminary report on 
“Inflation and Company Accounts” 
by J. McB. Grant and R. L. Mathews 
was published in the February, 1956 
issue of “The Australian Account- 
ant”. A further paper entitled “The 
Response of South Australian Com- 
panies to the Post-War Inflation” 
was presented at the Port Pirie con- 
vention of the Division and subse 
quently appeared in the March, 1957 
issue of “The Australian Account- 
ant”. This was compiled by the 
same authors with acknowledgment 
of the assistance of the Society mem- 
bers of the group. 


(e) Direct Costing 


This project was undertaken by 
members of the Port Pirie branch. 
A paper on “Control of Metallurgical 
Process Costs by Direct Costing” by 
R. H. Harding, A.A.S.A., A.C.AA, 
was presented at the Port Pirie cot 
vention of the South Australian divi- 
sion. 
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Technical and Social Activities 


General Council was glad to learn 
from the reports of the various divi- 
sions that members had been pro- 
vided, during the year, with a more 
extensive range of services than ever 
before. As most of the technical 
meetings were well attended, it was 
evident that members appreciated the 
additional services. This applied 
also to lecture courses for which 
separate charges were made. 


Plan of Public Relations 


General Council approved the 
general lines of the plan of public 
relations for the Society. Purposes 
of the plan would be to establish 
doser relationships between the 
Society and its members and stu- 
dents and to give more publicity to 
its technical activities. 


Arthur Capper Moore Memorial 
Lecture 


At the request of the South Aus- 
tralian division, General Council ap- 
proved the 1957 lecture being held 
in Adelaide in September next and 
that Mr. C. R. Hicking, F.A.S.A., of 
Sydney be invited to deliver the lec- 
ture. 


Lectures by Professor Robert L. 
Dixon 


General council was pleased to 
learn that enrolments for the courses 
of lectures arranged in Melbourne 
had exceeded the maximum numbers 
and that it had been necessary to 
repeat two of the courses. It ex- 
pressed its appreciation to Professor 
Dixon for his agreement to under- 
take the additional assignments. The 
courses were well received by mem- 
bers who were privileged to attend. 


District Groups 


_At its last meeting, General Coun- 
til approved an extension of the 
organisation of the Society to em- 
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brace the formation of district 
groups. The membership committee 
was pleased to report that district 
groups had been formed in New 
South Wales during the year with 
centres at Albury, Cooma, Lismore 
and Wagga and that a north-western 
group had been formed in Tasmania. 


Decimalisation of Currency 


General Council has requested the 
executive committee to arrange for 
an investigation into the question of 
the adoption of decimalisation of 
currency within Australia. 


Institute of Chartered Accountants 
in Australia 


General Council decided that the 
felicitations and best wishes of this 
Society be conveyed to the Institute 
of Chartered Accountants in Aus- 
tralia on the occasion of its conven- 
tion in Melbourne. 


Mr. G. E. Fitzgerald 


General Council placed on record 
its thanks and appreciation of the 
extensive and valuable work per- 
formed for the Society by Mr. G. E. 
Fitzgerald as president over the past 
two years and decided that he should 
be informed by radiogram of this 
expression of appreciation and of 
the best wishes of the council for an 
enjoyable and_ interesting visit 
abroad, 


Office-bearers 


At the meeting of the General 
Council held after the annual meet- 
ing, the following office-bearers were 
elected: 


President: Mr. O. H. Paton, 
F.A.S.A. (N.S.W.). 


Vice-presidents: Mr. R. F. Butt, 
F.A.S.A. (Queensland) and Mr. 
W. P. Henson, F.A.S.A. 
(N.S.W.). 


Hon. treasurer: Mr. C. K. Davies, 
F.A.S.A. (Victoria). 
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@ Finance @ Miscellany, 





MONTHLY REVIEW 


of Current Events 





The Profession in U.K. 

The first and major obstacles to 
the scheme for integration of the 
United Kingdom accountancy profes- 
sion has been overcome. The inte- 
gration proposal, as has already been 
reported in this column, provides for 
the absorption of members of the 
Society of Incorporated Accountants 
into the chartered bodies of Scot- 
land, England and Wales, and Ire- 
land. The Institute of Chartered 
Accountants in England and Wales 
has now passed a resolution (by a 
barely sufficient majority) approving 
the scheme, 

Should the scheme be finally im- 
plemented, the English Chartered 
Institute will have a membership not 
far short of 30,000. It will then al- 
most certainly become the largest 
body of accountants in the English- 
speaking world—bigger than either 
the American Institute of Accoun- 
tants or the Australian Society of 
Accountants, the only two which at 
present have memberships exceed- 
ing 20,000. 


Hire Purchase on the Level 

Latest figures published by the 
Commonwealth Statistician indicate 
that, after years of steady increase, 
the amount of retail hire purchase 
business being written by finance 
companies has at last levelled out. 
The total amount owing by hirers is 
no longer rising, and the number of 
new agreements being written ap- 
pears to have steadied at an average 
(subject to seasonal fluctuations) of 
about 80,000 a month. To some ex- 
tent, it has been suggested, this 
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trend is the result of a greater tep- 
dency among retailers of domestic 
goods to finance their own hire pur. 
chase business. The result has been 
a shading of interest rates offered by 
finance companies for borrowed 
funds, and in at least one case a 
temporary suspension of short-term 
borrowing. 

This is a situation that contrasts 
sharply with the position obtaining 
some fifteen months ago, when the 
finance companies were accused of 
undermining the bond rate and of 
enticing investors’ funds away from 
government securities. At the re 
quest of the Commonwealth Govern- 
ment the finance companies at that 
time entered into a voluntary under- 
taking to restrict their business. 

The New South Wales Parliament 
has now passed an Act to limit hire 
purchase terms charges to rates 
that were announced some six 
months ago: 10 per cent. flat on all 
goods except motor vehicles, indus- 
trial machinery and farm equipment, 
on which the rates are to be 7 per 
cent. flat for new goods and 9 per 
cent. flat for second-hand goods. The 
date on which these rates will come 
into force had not been proclaimed 
at the time this note was written. 
In the present state of competition 
it is not expected that the imposition 
of these maximum rates will greatly 
affect the finance companies. A more 
important piece of New South Wales 
legislation is an Act designed t0 
close the obvious loophole in the pre 
sent law that attempts to prohibit 
no-deposit trading, but that has 
omitted to cover the case of 4 
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Your Card Indexing Records 
in two square feet of space 


@ Accommodates up to 22,000 record cards. 
@ Drawers run on Roller Suspension Arms. 





@ Eliminates need for many small cabinets, but costs 
no more. 


@ Fire-resistent throughout. 
@ Each drawer holds two rows of cards 22 ins. long. 
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This handsome, fire-resistant, steel filing cabinet provides o 
centralised filing system in the minimum space, at no more cost 
than a multiple cabinet system. Imagine—up to 22,000 cords | 
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Revisionary 
course in— 


TAXATION 


six-month revisionary course by Postal or Semi- 
Se” tuition includes the 1957 College Notes on 
Taxation, full tutorial service and series of lectures by 


Miss A. M. Magoffin, A.C.A. (Aust.). 


Next Lecture Series will begin on August 1st. 
Lectures will be held on Thursdays at 7 p.m. 


Begin at ANY Time. Enquire Now 


METROPOLITAN ACCOUNTANCY COLLEGE 


(A DIVISION OF METROPOLITAN BUSINESS COLLEGE) 
Director of Studies: L. STEWART JOHNSTONE, B.A., A.C.LS. 
Summerhayes House, 6 Dalley St., Sydney. BU 5921. 
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straight-out credit sale without a 
deposit. 


(ost of Computing 

How can one justify a charge of 
$0 an hour or thereabouts for the 
yse of an electronic computer? It 
ig understood that fees of this mag- 
nitude are charged in the U.K. by 
the owners of electronic machines 
who let out their surplus calculating 
capacity to hirers. At the opening 
of Melbourne University’s Compu- 
tational Laboratory recently, Pro- 
fessor T. M. Cherry quoted some in- 
teresting figures. He instanced a 
set of ten linear equations; to solve 
these for ten unknowns, a girl operat- 
ing a desk calculator would have to 
perform 667 operations and write 
down the intermediate answers, which 
on the basis of three operations a 
minute would take her 222 minutes. 
The University’s machine (a “vin- 
tage” model designed about 1948) 
would do the same job in two min- 
utes. 


The machine thus has a “girl- 


power” (the expression is Professor 


Cherry’s) of one hundred and eleven 
(222 divided by 2). However, one 
girl is needed to punch the tape, so 
itis necessary to subtract one from 
lll to arrive at the final girl-power 
of the machine—110. If one applies 
this figure to current salary rates, 
it becomes apparent that the hourly 
charge quoted above is not unecono- 
mic. 

Professor Cherry added some in- 
teresting information about the ver- 
satility of his machine. It is pri- 
marily designed to do arithmetic, he 
said, but because of its built-in power 
of choice it can perform logical 
Operations. For example, one can 
store in the machine, by a suitable 
code, a statement of the positions of 
chessmen on a board. The machine 
tan be made to “scan” these so as 
to determine what moves are legally 
Possible to white, say; to evaluate 
these moves according to some deter- 
mined scheme; and then to indicate 
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the most valuable move available to 
white. Hence the machine can be 
made to play a game of chess—of 
sorts. Again, the machine is pro- 
vided with a radio speaker to which 
trains of pulses can be transmitted, 
this being a useful means of com- 
munication with the human operator. 
if the frequency of these pulse trains 
is varied, different notes may be 
sounded and the machine may thus 
be made to play music. It is not, 
Professor Cherry hastened to add, 
very good music, but he thought it 
fair to say that his machine can 
play music better than a Wurlitzer 
can do arithmetic. 


Balance of Payments 

The probable fulfilment of predic- 
tions that Australia will end the cur- 
rent financial year with a substan- 
tial balance of payments surplus, is 
a cause for relief and satisfaction 
after the anxieties of 1956, when our 
overseas reserves fell to a danger- 
uusly low level. Exports are ex- 
pected to total well over £900 million, 
a near record figure, largely the re- 
sult of an expanded wool clip sold 
at good (but not, as in 1950-51, silly) 
prices. Two other factors affecting 
the balance of payments should be 
remembered, however. 

Severe import controls have oper- 
ated throughout the year, and the 
recent relaxations will have had 
little significant effect on our 
imports bill by the end of June. 
Further, there has been, as_ in 
recent years, a substantial net 
capital inflow which may well turn 
out to have financed the whole of 
the expected improvement in our in- 
ternational reserves. That is to say, 
even with greatly improved export 
earnings, we may have achieved 
balance on our overseas current ac- 
count only by severe restriction of 
imports. 

Perhaps this situation is one of 
the prices we must expect to pay for 
pursuing a policy of rapid, almost 
breakneck, national development—a 
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policy that cannot help but produce 
creaks and strains in the economy. 
Most Australians seem to think the 
price is worth paying. One consola- 
tion is that there appears to be no 
sign of a reduction in the rate of pri- 
vate capital inflow. For example, a 
recent news item reported the plans 
of five big overseas companies to 
spend substantial sums here, all an- 
nounced within a fortnight of each 
other. These are Ilford Ltd. and 
British Aluminium Co., of England, 
Aluminium Ltd., of Canada, and 
Allis-Chalmers Manufacturing, and 
Sterling Drug Inc., both of U.S.A. 
Ilford will spend up to £14 million on 
an expansion scheme; Allis-Chalmers 
has formed a subsidiary with £2 mil- 
lion nominal capital to manufacture 
graders; the other companies are re- 
ported to be planning extensions of 
existing interests. 


Budget Timing 
The United Kingdom Budget was 


announced last month, and it is worth 
observing that, in accordance with 
custom, it was brought down in Par- 
liament about a week after the close 


of the fiscal year. This is a feat to 
be contrasted with the usual Aus- 
tralian performance. In this country, 
the best part of two months usually 
lapses between the beginning of the 
new fiscal year and the time when 
the Treasurer’s financial proposals 
are known. 

The Australian procedure is not 
conducive to the early publication of 
company annual reports. Company 
accounts published before the Bud- 
get date must include a provision for 
taxation based on a mere estimate 
of the rate of company tax to be im- 
posed. The only recent occasion 
when this did not apply was for the 
year of income ending on June 30, 
1956: the “little Budget” of 1956 
gave the Government the opportun- 
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_unable to pay for their 


ity to announce the new company tax 
rates six months earlier than usual, 
It was made clear at the time, how. 
ever, that this was for economic 
rather than for financial reasons, and 
unfortunately there seems no likeli- 
hood that company rates for the 
financial year about to end will be 
announced any earlier than usual. 


Link with Chile 


It seems likely that Chile will even. 
tually be linked by air with Sydney 
via Easter Island. The preparation 
of runways is under way at Easter 
Island. and the Chilean Air Force 
is to survey the route. DC4s are 
proposed at first, to be followed by 
jet DC8s. There is some doubt about 
landing arrangements ffor land- 
planes in French Territory at Tahiti, 
but it is reported that amphibians 
could be used if necessary on that 
part of the route. By the time run- 
ways have been built, surveys made 
and landing facilities provided, two 
to three years may elapse. But there 
is likely to be a demand for direct 
contact across the South Pacific, in 
place of the long route via North 
America, which must now be used. 


Stocks in Suva 

Australia is not the only country 
to suffer from a credit squeeze. It 
is reported that the wharf sheds in 
Suva are full, and that an extra 
bond store has had to be established, 
because some merchants have been 
import 
orders. The colony has had an ex- 
cess of imports over exports in re 
cent years, the excess being quite 
severe in 1956. As in other places, 
it is not clear whether “credit 
squeeze” means that the banks have 
reduced accommodation, or that col- 
sumers have reduced their pur- 
chases, thus causing merchants 
stocks to rise. 
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PRICING POLICY FOR 


EXPORT MARKETS 


By Dr. H. F. CRAIG, D.c.S. (Harvard), B.A. (W.A.), A.A.S.A., A.C.LS., A.C.A.A. 


introduction 

Australian manufacturers who 
have not yet done so may find it well 
worthwhile to analyse the profit 
possibilities available in additional 
production for sale in export mar- 
kets. Successful entry into export 
markets such as Africa, India, 
Pakistan, Singapore and Hong Kong 
would provide many manufacturers 
with opportunities to realise addi- 
tional net profit, lower unit manu- 
facturing costs, and the advantage 
of diversifying their markets. 

From the point of view of the 
national interest, these manufac- 
turers would also make a contribu- 
tion to the current drive for the ex- 
pansion of Australian exports and 
assist in strengthening the Aus- 
tralian overseas balance of pay- 
ments position. 

Examination of the export situa- 
tion, however, sometimes discour- 

Australian manufacturers 
when they find that the competitive 
price for an equivalent quality pro- 
duct is lower than the price that 
they are currently getting in the 
domestic market in Australia. At 
first sight they feel they need to get 
at least the same price in the export 
markets to make the proposition of 
exporting worthwhile. Closer ex- 
amination in certain § instances 
= that this need not necessarily 

80. 

A major factor involved is the 
well-known application of the differ- 
ential cost approach to an examina- 
tion of costs of producing an addi- 
tional volume of product. This 
approach may be important when 

¢ proposed sales in an export mar- 
ket provide opportunities for an ex- 
pansion of production and a greater 
Utilisation of existing facilities than 
8 possible when business is re- 
stricted to the domestic market. 
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The availability of facilities for 
increased production, the cost and 
price relationships, the market situa- 
tion and other factors, such as 
availability of finance, differ in 
different companies. Therefore, 
there is no general set of rules for 
establishing a pricing policy which 
can be applied direct to each indivi- 
dual situation. The development of 
a pricing policy requires an inten- 
sive analysis of the facts of each 
particular company’s total situation. 

There is, however, an approach to 
the problem, a way of thinking and 
a method of analysis which can faci- 
litate an arrival at a practical solu- 
tion. The question whether an 
additional volume of production for 
sale at a price lower than the exist- 
ing domestic list price is a paying 
proposition can be answered with 
facts and figures of the effect upon 
net profit. To illustrate the type of 
analysis which may be made, let us 
examine a case study of an actual 
Australian company which we will 
call the “Metal Products” Com- 
pany’. 

The “Metal Products” Company 

In 1954, the “Metal Products” 
Company had 25 per cent. of produc- 
tion capacity which could be readily 
made available for production for 
export. This production capacity 
was in addition to that required to 
supply the domestic market and op- 
portunities for expansion of the 
domestic market were limited by 
special factors. The executives of 
the company reasoned that entry 
into a number of export markets 
would broaden the scope of their com- 
pany’s operations, would diversify 





(1) For understandable reasons, the name of 
the company and the product it makes have 
been disguised. Figures used have also been 
altered, but the essential cost and price rela- 
tionships have been preserved. 





the risk of fluctuations in demand 
for its products in any particular 
market, and would provide oppor- 
tunities to realise economies from 
larger volume production. These 
executives reasoned further, that if 
they did plan to enter export mar- 
kets they would need to enter those 
markets for the long run benefits in- 
volved, and they would need to es- 
tablish a policy of persisting in 
supplying such markets despite tem- 
porary fluctuations in demand or 
price which might occur from time 
to time. Thus they decided their 
export policy and turned next to con- 
sidering pricing policy decisions 
regarding sales in export markets. 

[examination of the prices prevail- 
ing for competitive products of 
similar quality in the selected export 
markets showed the company execu- 
tives the F.O.B. Australian prices 
they would need to meet in order to 
enter those markets successfully. 
Those competitive prices for the 
range of products produced by the 
company were, on the average, ap- 
proximately 80 per cent. of the ex- 
factory domestic prices for those 
products. At this time, operating 
at a volume of about 75 per cent. of 
capacity, the company’s average 
net profit before taxes on selling 
price of its products sold in the 
domestic market was approximately 
25 per cent. (At a volume of 50 per 
cent. of capacity, profits would have 
averaged 5 per cent.) At first sight, 
an opportunity to produce and sell 
an additional 25 per cent. of volume 
at prices which were only 80 per 
cent. of the domestic price level and 
only 5 per cent. higher than the 
average total company cost, did not 
seem to be a very paying proposition, 
Yet further analysis showed that it 
would be well worthwhile when the 
overall net profit figure was cal- 
culated. 

The main factor involved was the 
cost structure of the operations of 
the company. At this time, the aver- 
age cost per unit of production was 
made up of the following elements. 
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Average Cost per Unit 
Raw “materials |... 7... . 
Wages ahh! 
Direct Expenses . 


Direct-relatively variable costs . 
Supervision .... ... .... 
Depreciation ... 

Maintenance .... 

Ctper. ingirect, ..... t05, kre-nce 


Total factory indirect expenses 
Administration expenses .... .... 
Selling and distribution expenses 


Indirect-relatively fixed costs .... 50 
Total Costs: 100 





The executives of the company 
knew that these percentages of cost 
per unit were only averages, and 
that with further refinements. p 
costing procedure they could obtain 
more exact costs of individual items 
of production. 

They considered, however, that 
this analysis was sufficiently reliable 
for the practical purpose of estab 
lishing a general pricing policy. 
After examining what effect the pro 
posed increase in the volume of pro 
duction would have on the elements 
of the cost structure, they judged 
that for practical purposes ‘there 
would be little or no increase “in 
factory indirect expenses, admin 
stration expenses and selling and 
distribution expenses. These costs, 
which amounted to 50 per cent. of 
total costs were, in their opinion, 
relatively fixed costs. The costs of 
raw materials, wages and direct ex- 
penses were, on the other hand, 
judged to be almost directly var 
able. This meant that an increase 2 
production would cause a propor- 
tional increase in these costs which 
were termed variable costs. In the 
production of some products of the 
line, the executives judged that 
longer runs of production would el 
able economies to be made whi 
would lower the elements of variable 
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ACCOUNTANCY RESIDENTIAL COLLEGE 


72 BELLEVUE ROAD, BELLEVUE HILL, SYDNEY 
(division of the L. W. Chant Tutorial College, 12 Spring Street, Sydney. BU 3237) 
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(a will copy it 


Copystat scores 100% on this test 


1. HOW EASY IS IT TO USE? 
(Can anyone use it? Does it 
require special lighting or at- 
tachments? How fast ia it?) 


2 JUST WHAT WILL IT 
COPY? (How about pencil, 
crayon, pens, signatures, fine 
details? What about coloured 
inks, non-carbon base_ inks, 
ball-point writing, spirit dupli- 
cations”) 


8. WILL IT COPY FROM ALL 
KINDS OF PAPER, BOOKS 
OR MAGAZINES? (Opaque 
and two-sided originals, aa well 
as paper with writing en one 
side; coloured papers. What 
~ range of paper sizea?) 
Copystat B2X. kieven models te choose from—all made in Australia. 


New South Wales and Victoria Distributors: 


L. W. BAGLEY PTY. LTD. 


245 Pacific Highway, North tydney. XB 5948 (3 lines). 
184 Elgin Street, Cariton, N.3. Victoria. J 2060. 

QLD: L. F. Berwick & Co. Pty. Ltd., 240 Queen Street, Brisbane. FA 1255. 
S.A.: J. B. Sherwin Ltd., 108 Waymouth Street. Adelaide. LA 2876. 
W.A.: Office Appliances, 9 Barrack Street. Perth. 8F 3994. 

TAS.: S. B. Hopwood & Son, 107 George Street, Launceston. 8 4731. 
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cost per unit; but on the average 
over the whole range of products 
they expected that these costs would 
rise in direct proportion to the ex- 
pansion of production. 


Examination of the function of 
selling the additional production in 
export markets revealed that an ad- 
ditional cost would be incurred in 
maintaining sales personnel over- 
seas. A budget of the cost involved 
showed that the estimated additional 
expenditure would be about £5,000. 


The competitive export prices 
amounted to only 80 per cent. of the 
average domestic prices and were 
only 5 per cent. higher than average 
total company costs. But 50 per cent. 
of the total company costs were costs 
which the executives judged were 
relatively fixed and would not in- 
crease by any material amount when 
the proposed volume of production 
was produced. In view of this fact, 
the executives considered that a suit- 
able basis for considering the lowest 
firure they would be prepared to meet 
in export markets would be the aver- 
age variable cost per unit plus the 
cost per unit of the additional £5,000 
expenses necessary to make export 
sales. They called this figure their 
eost for export and set it against 
their information on competitive ex- 
port prices. They were prepared to 
make sales where the export prices 
exceeded their definition of cost for 
export. 


The company executives thought 
they would be on reasonably safe 
ground in establishing this policy be- 
cause they had analysed their com- 
pany’s cost structure and ascertained 
the volume of operations at which 
the company would break even. 
That is, they had ascertained the 
point at which sales return would 
equal total cost of operations. They 
were confident that domestic sales 
would not fall below this point. 
Furthermore, they were reasonably 
sure that world prices for competi- 
tive products were not likely to run 
below their export cost figures. 
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The senior financial executive of 
the company expressed his philo- 
sophy as follows: “If export price 
equals or exceeds variable cost, 
plus the direct cost of export, 
which totals what we call cost for 
export, the savings we get from the 
additional volume of production will 
make it worthwhile for us to sell. In 
fact, in certain instances in order to 
meet competition on particular lines 
for a limited period, I would be pre- 
pared to go as low as 10 per cent. 
less than our cost for export figure 
in order to maintain our volume pro- 
duction, although our studies suggest 
that the need to do so should never 
arise.” 


This determination of cost of an 
additional volume of production at a 
figure of variable cost plus additional 
direct costs involved is the applica- 
tion of the concept of differential 
costing. Additional volume at prices 
which exceed variable costs and ad- 
ditional direct costs will result in 
increased profits so long as the re- 
latively fixed costs remain at about 
the same level. 


The results obtained by the con.- 
pany in a recent period are set out 
in the profit chart shown in Exhibit 
12. In the profit chart, fixed costs 
amounting to £206,250 are shown as 
fixed at two volumes of production, 
550,000 units and 720,000 units. 


There may have been some varia- 
tion or addition to these fixed costs 
caused by the production of the addi- 
tional volume, but for practical pur- 
poses the company executives found 
these costs were relatively fixed. 
Above the fixed costs in the area of 
the 170,000 units produced for ex- 
port is included an amount for the 
additional £5,000 direct export costs. 
The variable costs concerned are 
shown to rise in direct relation to 
the number of units produced. The 
variable costs were, on the average, 





(2) For understandable reasons, the actual 
figures have been altered, but the essential 
cost and price relationships have been pre- 
served. 
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PRICING POLICY FOR EXPORT MARKETS—EXHIBIT 1 
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approximately 7/6 per unit. The 
upper limit of the variable costs 
area on the chart is the line of total 
company cost. The sales line shows 
the return for 550,000 units at aver- 
age domestic list price, and then 
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curves downwards to show the re 
turn on the additional 170,000 units 
at the average export list price 
which was 80 per cent. of the domes- 
tic list price. The bar charts super- 
imposed on the profit chart in 
Exhibit 1 show the amount of profit 
at each volume of operations. The 
profit on producing and _ selling 
550,000 units amounts to £137,500. 
The profit on producing and selling 
720,000 units amounts to £204,750. 
The additional profit accruing to the 
company as a result of the extra 
170,000 units of production for ex- 
port amounts to £67,250, a 49 per 
cent. increase on the previous profit 
level of £137,500 and a 49.4 per cent. 
return on the additional £136,000 
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sales made. This dramatic increase 
in profits is a normal effect of an 
expanded volume of sales at a figure 
above variable cost upon a cost struc- 
ture where approximately 50 per 
cent. of the costs are relatively fixed 
ests. This situation in any industry 
would make expansion of production 
worthwhile so long as the price 
which could be obtained for the ex- 
panded production was in excess of 
the variable cost of production, i.e., 
the cost of raw materials, labour and 
variable factory expenses. 

Herein lies the point of interest 
for Australian manufacturers who 
have capacity available and are in- 
terested in entering export markets. 
Analysis of their cost structures may 
reveal similar opportunities for in- 
creased profits even if competitive 
prices in export markets are lower 
than domestic prices. The “Metal 
Products” Company executives have 
made their export trade a very pro- 
fitable addition to their domestic 
operations even though their export 
prices on the average are only 80 per 
cent. of their domestic prices. Other 
companies may be able to do like- 
wise after they have made a careful 
analysis of their own particular cost 
and price structures. There is, how- 
ever, some caution necessary in con- 
sidering the application of the differ- 
ential cost approach in developing a 
pricing policy. The advantages of 
differential cost apply when an or- 
ganisation can make facilities for 
production capacity available and 
where the proposed additional pro- 
duction is a marginal amount which 
will not cause a proportionate in- 
crease in indirect or relatively fixed 
costs. In other words, if in an un- 
usual instance, all costs both direct 
and indirect are expected to increase 
m proportion to the increase in pro- 
duction, no differential advantages 
will accrue, and maintenance of 
Profitable operations will require a 
selling price which exceeds the total 
of direct and indirect costs. 

Other factors which should be 
given careful consideration in the 
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individual analysis “are the special 
market problems and legal restric- 
tions which apply in some overseas 
countries. In some markets, special 
arrangements are needed to cater for 
illiterate customers. In some 
countries an anti-dumping tariff is 
imposed upon imports which are 
quoted at prices lower than those 
existing in the domestic market of 
the exporting country. Other restric- 
tions include special sales taxes and 
currency controls. The “Metal Pro- 
ducts” Company thought such fac- 
tors were important enough to war- 
rant sending the senior sales 
executive to make a personal survey 
of conditions existing in the selected 
markets. 


Conclusion 

Formulation of a pricing policy re- 
quires, as we said earlier, an inten- 
sive analysis of the facts of each 
particular company’s total situation. 

The analysis usually requires a fresh 

approach with special emphasis upon 

the selection from the general cost 
data prepared in the conventional 
accounting framework of the factors 
which are pertinent to the particular 
managerial decision involved. If the 
“Metal Products” Company execu- 
tives had limited their consideration 
to a comparison of competitive ex- 
port prices and total company cost 
per unit they may not have seen 
their opportunity to create an addi- 
tion to their existing operations, 
which has since contributed to a 49 
per cent. increase in net profit. 
Three questions which directors of 

Australian manufacturing com- 

panies may well ask their operating 

executives are: 

1. Do you know the break even 
point of your existing cost struc- 
ture? 

What capacity could be readily 
made available for additional 
production for export? 

What would be the differential 
cost per unit of this additional 
production? 





TAXATION REVIEW 


R. E. O’NEILL, F.A.S.4. 


Questions and Answers in Parliament 


Cost of Concessional Deductions for 
Dependants 


Mr. BEAZLEY (Fremantle, W.A.) 
asked the Minister for Social Ser- 
vices: 


1. What is the estimated cost to 
the Treasury of each £26 increase in 
the exemptions granted to taxpay- 
ers in respect of dependent wives? 


2. What is the estimated cost of 
each £26 increase in the exemption 
granted to taxpayers in respect of 
(a) dependent first children and (b) 
subsequent children? 


3. What is the estimated cost of 
each one shilling increase in the (a) 
age pension, (b) widows’ pension, 
(c) invalid pension, and (d) child 
endowment for (i) first children and 
(ii) subsequent children? 

Mr. ROBERTSON: The answers are 
as follow: 


1. The annual cost of increasing 
by £26 the present concessional in- 
come deduction would be— 

(a) for a dependent 

spouse 

(b) for a parent, 

housekeeper, or 
daughter house- 


£6,400,000 


100,000 
£6,500,000 


2. The annual cost of increasing 
by £26 the present concessional in- 
come tax deduction would be— 

(a) (i) for one child 

under’ sixteen 
years of age .. £4,625,000 
(ii) for an invalid 


or student child 125,000 


£4,750,000 


(b) for other children 
under sixteen 


Further increases in sums of £% 
in the allowable deductions on ae. 
count of dependants would cost 
slightly less than the amount indi. 
cated above. For instance, if the 
allowable deductions for all depen. 
dants were simultaneously increased 
by £52, the annual cost to revenue 
would be about £30,000,000. 


3. The estimated annual cost of 
each shilling increase is as follows: 


£1,196,000 
120,000 
225,000 


(a) age pension 
(b) widows’ pension .. 
(c) invalid pension .. 
(d) child endowment— 
(i) for first child- 
3,500,000 
(ii) for subsequent 
children 4,000,000 
(September 20, 1956.) 


Taxation Branch Publications 


Mr. WarD (East Sydney, N.S.W.) 
asked the Treasurer: 


1. Has the taxation branch com- 
pleted its preparation of a record of 
war-time taxation policy and ad- 
ministration to be used by Professor 
S. J. Butlin as the basis for the writ- 
ing of a section of the official Aus 
tralian War History (1939-45) deal- 
ing with the war effort on the home 
front? 


2. For how long has this record 
been in course of compilation, and 
how many officers have been engaged 
on this work (a) full time and (b) 
part-time? 

3. What is the estimated cost of 
the compilation of this record? 
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4. How many publications have 
been produced by the taxation 
branch since the termination of the 
1939-45 war for (a) sale to the pub- 
lic, and (b) official use? 

5. What was the particular pur- 
pose of each publication, and what 
departmental expenditure was in- 
volved in each instance? 


Sm ARTHUR FADDEN: The answers 
are as follow: 
1. Yes. 


2. The compilation of the record 
of war-time taxation policy and ad- 
ministration commenced _ shortly 
after approval was given for the 
work by the then Treasurer (the 
Right Hon. J. B. Chifley), in Janu- 
ary, 1949. The work was completed 
in 1955. The work was carried out 
part-time after his retirement by a 
former Commissioner of Taxation, 
Mr. L. S. Jackson, with the assis- 
tance, from time to time, of various 
officers of the taxation branch. No 
record has been kept of the number 
of taxation branch officers so en- 
gaged, or of the time spent on the 
work. 


3. No basis exists for estimating 
the cost of compilation of the record. 


4. The publications produced by 
the taxation branch since the ter- 
mination of the 1939-45 war for of- 
ficial use and for sale to the public 
¢comprise— 


INCOME TAX 


(a) Income Tax Ready Reckoners 


Assessment Year 
I nee inn cncal Baad aks 


1955-56 
(b) Schedule of Depreciation 
Rates— 


Number 
10,000 


’ 


Revised 1951 .... ... 
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(c) Taxation Board of Review 
Decisions— 
Volumes 11, 12, 13, 14 and 15— 
2,000 each volume. 


SALES TAX 


(d) Handbook—Sales Tax Ex- 


emptions and Classifications— 
Number 


1948 .. 1,260 
1954 . 2,070 


Ninety separate sales tax rulings 
in pamphlet form have been issued. 
The number of each issue varied 
from 2,000 in 1946 to 2,850 in 1955. 


ESTATE DUTY AND GIFT DUTY 


(e) Ready Reckoners— 
Number 
1942 .... 500 
1954 2,350 


In addition to the foregoing publi- 
cations, official ratings and instruc- 
tions and manuals of procedure are 
circulated, from time to. time, 
throughout the branch for the in- 
formation and use of taxation of- 
ficers in carrying out their duties. 

5. The above publications (a) to 
(e) are designed for the use of taxa- 
tion officers and for the assistance 
of taxpayers and their agents in the 
preparation of their returns, in 
checking assessments when received 
and in carrying out obligations 
under the taxation laws. Complete 
records of departmental expenditure 
are not available, but the approxi- 
mate costs are— 


9,580 
930 


ae ree ian 

The prices charged to the public 
are fixed at amounts sufficient to 
cover the cost of preparation and 
printing. A substantial proportion 
of the above costs is thus recouped. 
For example, the price of the Hand- 
book on Sales Tax Exemptions and 


Classifications is £2 5s., and the 
price of the Volume of Taxation 
Board of Review Decisions ranges 
between 15s. and 30s. per volume. 
(May 22, 1956.) 
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Sales Tax on Cordials 

Mr. WarpD (East Sydney, N.S.W.) 
asked the Treasurer: 

Why are fruit drinks which are 
sold by the bottle in school tuck- 
shops and workshop canteens sub- 
ject to a sales tax of 124 per cent. 
whilst similar drinks sold by the 
glass in shops and milk bars are 
exempt from such tax? 

SIR ARTHUR FADDEN: The answer 
is as follows: 

Cordials consisting of not less 
than 25 per cent. by volume of Aus- 
tralian fruit juice are specifically 
exempted from sales tax by item 
36(3) in the First Schedule to the 
Sales Tax (Exemptions and Classi- 
fications) Act. There is no pro- 


vision for exemption of bottled fruit 
drinks with a smaller content of 
fruit juice, whether they are sold ip 
school tuckshops, workshop canteeng, 
milk bars, theatres or elsewhere, 
Furthermore there is no specific pro- 
vision for exemption of drinks pre 
pared in milk bars, etc., by the mere 
addition of fruit juice cordial to 
water. However, the mixing of 
water and cordial in these cases does 
not constitute manufacture as de. 
fined in the law, and liability for tax 
does not, therefore, arise on such 
drinks. This, of course, would apply 
equally to drinks similarly prepared 
in school tuckshops, workshop can- 
teens, or in private homes. 
(September 20, 1956.) 





LOSSES OF PREVIOUS YEARS 


Deduction To Taxpayer Who Voluntarily Pays Debts 
From Which He Has Been Released. 


In this article Mr. M. Maas, A.A.S.A., brings under notice 
some interesting interpretations of Section 80 of the In- 
come Tax Assessment Act and the anomalies which cap 
cause taxpayers in certain circumstances to be most un- 
justly penalised. The writer advocates the amendment of 
the Act, to prevent these injustices, and widening of its 
terms to include cases outside the operations of the Bank- 


ruptey Act 1924. 


ECTION 80 of the Income Tax 


Assessment Act grants a deduc- 


tion of losses incurred by a taxpayer 


in the seven income years immedi- 
ately preceding the year of income. 
The amount of such deduction is 
the aggregate of the losses incurred 
in those seven years less any portion 
of those losses already allowed ag a 
deduction to the taxpayer in an 
assessment of a previous year of in- 
come. 


However, certain limitations are 
placed on the allowance of losses of 
previous years, including that con- 
tained in s. 80(4), which provides 
as follows :— 

“(4) Notwithstanding any other 
provision of this section, where 
prior to the year of income, 4 
taxpayer has become a bankrupt, 
or, not having become a bank- 
rupt, has been released from 
any debts by the operation of 
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the Bankruptcy Act 1924 or 
that Act as amended, no loss in- 
curred by him prior to the date 
on which he became bankrupt 
or the date on which he was so 
released, as the case may be, 
shall be an allowable deduc- 
tion.” 

At first glance the foregoing pro- 
yision seems reasonable: if a person 
has incurred trading losses and is 
subsequently released from trade 
debts which were taken into account 
in ascertaining the amount of those 
losses, it is fair that he should be 
denied a deduction under s. 80 of so 
much of the unrecouped balance of 
losses of previous years as is not 
actually suffered by him because of 
his release. However, a close ex- 
amination of the wording of s. 80(4) 
will show that the provision con- 
tained therein goes much further. 

In the first place, s. 80(4) dis- 
regards entirely the circumstances 
which occasioned the taxpayer’s 
bankruptcy, nor does it consider the 
nature of the debts from which the 
taxpayer has been released or the 
question whether or not these debts 
were taken into account in calculat- 
ing the losses of previous years, a de- 
duction in respect of which losses is 
denied to him by the provision. The 
following is an example:— 

During the year ended June 30, 
1954, “A”, a merchant, sustained a 
loss of £10,000. The whole of this 
loss was met out of the taxpayer’s 
own funds. During that year, he 
became bankrupt in consequence of 
a judgment against him arising out 
of an action for tort, not arising out 
of the taxpayer’s business. None of 
the proved debts related to that 
business. In this example, “A” met 
the loss of the year ended June 30, 
1954, out of his own resources; his 
bankruptcy did not release him from 
any of the debts taken into account 
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in ascertaining the amount of that 
loss as they were all discharged by 
“A” prior to his bankruptcy; the 
bankruptcy was in no way related 
to his business; yet s. 80(4) denies 
him any deduction under s. 80 in 
respect of the loss of £10,000 in- 
curred within the seven year period. 

Secondly, s. 80(4) denies a deduc- 
tion of the whole of the unrecouped 
balance of losses of previous years, 
even though this balance may be con- 
siderably in excess of the aggregate 
of the debts from which the tax- 
payer has been released. 


Also, s. 80(4) does not provide 
relief where a person voluntarily 
pays debts from which he had pre- 
viously been released. This defect 
has now been partly removed by the 
Amending Income Tax Assessment 
Act (No. 3) of 1956. The amend- 
ment grants a deduction to a tax- 
paver who voluntarily pays the 
whole or portion of a debt from 
which he had previously been re- 
leased, provided the debt was taken 
into account in the calculation of a 
loss incurred prior to the bankruptcy 
or release. A typical example of 
such a debt is one for goods pur- 
chased for manufacture or sale, i.e., 
where the outgoing was incurred in 
gaining assessable income of an in- 
come year, but actual payment of 
the relevant debt was not made in 
that year. 


New s. 80(4A) and (4B) read as 
follows :— 


“(4A). Where, in the year of income, 
a taxpayer pays an amount in re- 
spect of a debt incurred by him in 
one of the seven years next pre- 
ceding the year of income, being a 
year in which the taxpayer in- 
curred a loss to which the last 
preceding sub-section applies, the 
amount paid by the taxpayer in 
respect of the debt shall, subject 
to the next succeeding sub-section, 
be an allowable deduction to the 


223. 





extent that it does not exceed so 
much of the debt as the Commis- 
sioner is satisfied was taken into 
account in ascertaining the amount 
of the loss.” 


“(4B). The aggregate of the deduc- 
tions allowable under the last pre- 
ceding sub-section from the in- 
come of the taxpayer of the year 
of income in relation to the pay- 
ment of amounts in respect of 
debts incurred by the taxpayer in 
a year in which he incurred a loss 
(in this sub-section referred to as 
‘the year of loss’) shall not exceed 
the amount of that loss less the 
sum of— 


(a) any deductions allowed under 
the last preceding sub-section 
from his income of a year or 
years of income prior to the 
year of income in relation to 
the payment of other amounts 
in respect of debts incurred 
by the taxpayer in the year of 
loss ; 


(b) so much of the loss as has 
been allowed under sub-sec- 
tion (2) of this section as a 
deduction or deductions from 
his income (including his net 
exempt income) of a year or 
years of income prior to the 
year of income; and 


so much of the loss as, but 
for sub-section (4) of this 
section, would have been al- 
lowed or allowable under sub- 
section (2) of this section as 
a deduction or deductions 
from his net exempt income 
of the year of income or a 
year or years of income prior 
to that year.” 


The deduction is allowed in the 
year of income in which the payment 
in respect of the debt is made. The 
new provisions first apply to pay- 
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ments so made during the year of 
income ended June 30, 1957, or sub- 
stituted accounting period. 


ANALYSIS OF NEW s. 80(4A) 


Section 80(4A) contains a num- 
ber of revenue safeguards. Sub- 
section (4A) itself is made subject 
to sub-section (4B), which contains 
further safeguards. The provisions 
of s. 80(4A) may be summarised ag 
follows :— 


(a) There must be an actual pay- 
ment in the year of income for 
which a deduction is claimed, 


(b) The payment must be “in re. 
spect of a debt”, i.e., in settle. 
ment of the whole or portion of 
that debt. 


The debt must have been in 
curred by the taxpayer in one 
of the seven income years next 
preceding the year of income in 
which the payment referred to 
in (a) was made. 


The year in which the debt was 
incurred must have been one in 
which the taxpayer sustained a 
“loss” as defined by s. 80(1). 


The loss referred to in (d) must 
have been one to which s. 80(4) 
applies, i.e., where a deduction 
of a loss is denied because after 
the loss was incurred the tax- 
payer became a_ bankrupt or 
was released from any debts by 
the operation of the Bankruptcy 
Act. 


The deduction of the payment is 
limited to the extent that it 
does not exceed so much of the 
debt as was taken into accoutt 
in ascertaining the amount of 
the loss. 


(g) As regards (f), the Commit 
sioner must be “satisfied” as te 
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the extent of the deduction al- 
lowable. The Board of Review 
is empowered to review the 
Commissioner’s decision (s.193 
(1)). 

Examples illustrating s. 80(4A) 


EXAMPLE (1): 

During the year ended June 30, 
1954, “A”, a merchant, sustained a 
“loss” as defined by s. 80(1) of 
$10,000. In ascertaining the loss the 
following deductions were allowed 
in respect of expenditure incurred 
but not paid during the year: (a) 
Goods bought from “B” for resale, 
£4,000: (b) repairs effected by “C” 
for repairs to business premises, 
£600. “A” became bankrupt on 
July 1, 1954. His creditors, “B”’ 
and “C’”, received a first and final 
dividend of 7s. 6d. in the £, so that 
“B” received £1,500 and “‘C” £225. 

“A” began a new business, and 
from his net income of year ended 
June 30, 1957, he voluntarily paid 
the balance of his liabilities, so that 
“B” was paid £2,500 and “C” was 
paid £375. 

As all the six conditions ((a) to 
(f)) set forth above have been ful- 
filled, “A” is entitled to a deduction 
from his assessable income of the 
year ended June 30, 1957, of the two 
sums of £2,500 and £375, totalling 
£2,875, paid by him in that year. 

The above example reveals that 
s.80(4A) only goes part of the way 
in remedying one of the injustices 
imposed by s. 80(4). The full 
amounts of the debts of £4,000 and 
£600 have been paid, yet the tax- 
payer receives only a deduction of 
the sums of £2,500 and £375 volun- 
tarily paid by him. Justice demands 
that the amounts of £1,500 and £225 
paid by his trustee should also be 
allowed in the actual year of pay- 
Ment, and the resultant “loss” 
brought about by such allowance in 
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the year of payment should be al- 
lowed as a deduction under s. 80 
from the taxpayer’s assessable in- 
come of the year ended June 30, 
1957. But even if s. 80(4A) were 
amended to allow deductions of the 
full amounts paid in respect of debts 
both by the trustee and the tax- 
payer himself voluntarily, then the 
net result of the combined operation 
of s. 80(4) and (4A) would be to 
deny a deduction under s. 80 of so 
much of the losses of previous years 
as exceeds the amounts paid in re- 
spect of the debts. In the above ex- 
ample, the taxpayer was denied a de- 
duction of the 1954 loss of £10,000 
and it is only fair in this case where 
all his debts have been paid in full, 
that he be restored to his previous 
rights. In a word, the taxpayer in 
this case should be allowed the full 
deduction of £10,000 under s. 80 
from his assessable income, if any, 
of the seven years next succeeding 
the year of loss. 


EXAMPLE (2): 

During the year of income ended 
June 30, 1957, “A” voluntarily paid 
£2,500 to a creditor in respect of a 
debt of £3,000 from which he had 
been released by the operation of the 
Bankruptcy Act. The debt of £3,000 
was incurred during the income year 
ended June 30, 1952, in which year 
“A” incurred a loss of £7,000. The 
debt consisted of £2,000 for trading 
stock supplied to “A” and £1,000 for 
improvements to the building in 
which “‘A’s” business was conducted. 


Under condition (f) supra, the 
deduction under s. 80(4A) is limited 
to the extent that the payment does 
not exceed so much of the debt as 
was taken into account in ascertain- 
ing the amount of the loss. Of the 
total debt of £3,000, only £2,000 for 
purchase of trading stock was taken 
into account in ascertaining the loss 
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incurred during the year ended June 
80, 1952. Therefore, only £2,000 of 
the payment of £2,500 is an allow- 
able deduction under s. 80(4A). It 
should be observed that the section 
disallows only the excess of the pay- 
ment over “so much of the debt as 

. was taken into account in ascer- 
taining the amount of the loss”. 
Thus, in the above example, the pay- 
ment of £2,500 is first applied in ab- 
sorbing the sum of £2,000 incurred 
for the purchase of trading stock, 
and only the balance of £500 is dis- 
allowed. In brief, s. 80(4A) does 
not call for an apportionment of the 
payment of £2,500 between the two 
sums of £2,000 and £1,000 of which 
the debt of £3,000 consists. 


The above is an over-simplified ex- 
ample, and difficulties will probably 
arise in “satisfying” the Commis- 
sioner, vide (g) supra, in more com- 
plicated circumstances. 


ANALYSIS OF NEW s. 80(4B) 


Further revenue safeguards are 
contained in the above section :— 


(h) In the first place, the aggregate 
of the deductions allowable under 
s. 80(4A) in the year of income in 
relation to payments in that year 
of amounts in respect of debts in- 
curred in a year of loss must not 
exceed the amount of that loss. 


(i) The maximum allowance re- 
ferred to in (h), i.e., a sum equal- 
ling the amount of the loss, must 
be reduced by any deductions al- 
lowed under s. 80(4A) in prior 
years for payments in respect of 
debts incurred in the year of loss. 


(j) The maximum allowance is also 
reduced by so much of the loss as 
has been allowed under s. 80(2) 
from the taxpayer’s income (in- 
cluding net exempt income) of a 
year or years of income prior to 
the year in which the payment was 
made. 


(k) A further reduction must be 
made of so much of the loss as, 


but for s. 80(4), would have been 
deductible under s. 80(2) from 
the taxpayer’s net exempt income 
of the year of payment or any 
previous year. 


EXAMPLES ILLUSTRATING 
s. 80(4B) 


Example (3): Jllustrating condition 
h . 


Taxpayer incurred a “loss’’, as de- 
fined by s. 80(1), of £7,000 during 
the income year ended June 30, 
1950. On July 1, 1950, he became a 
bankrupt. During the income year 
ended June 30, 1957, he voluntarily 
paid all balances unrecovered by his 
creditors, including £9,000 for pur- 
chases of trading stock during 1949- 
1950. The amount of the deduction 
under s. 80(4A), vide (h) supra, is 
limited to the amount of the loss, 
namely, £7,000. 


Example (4): IJllustrating condition 
(i) :— 


Taxpayer incurred a “loss” of 
£10,000 during the income year 
ended June 30, 1954, at the close of 
which year he was released from un- 
recovered debts by the operation of 
the Bankruptcy Act. During the 
following years of income, he paid 
to his creditors the undermentioned 
sums in respect of debts which were 
taken into account in ascertaining 
the amount of the 1954 loss of 
£10,000. 


Year ended 


June 30 Payment 


£7,000 
£5,000 


The taxpayer is entitled to a de 
duction of the full amount of £7,000 
in his assessment of the income year 
ended June 30, 1957, but the allow- 
ance to him for the year ended June 
30, 1958, in respect of the payment 
of £5,000 is limited under condition 
(i) supra to £3,000, being amount of 
loss, £10,000 less allowance of £7,000 
for the year ended June 30, 1957. 


The Australian Accountant, May, 1957- 
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